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Summary  of  Grant  #18-P-97905 

The  Relationship  of  Physician  Medicaid  Reimbursement 
in  Private  Practice  and  Hospital  Outpatient  Departments 
to  Actual  Costs  of  Providing  Care 

For  the  past  several  years  the  Florence  Heller  School  at  Brandeis 
University  has  been  investigating  the  cost  disparity  between  a  visit  for  ambulatory 
care  to  a  hospital  outpatient  department  and  to  a  private  physician.     This  disparity 
is  at  least  double  and  ranges  upward  to  three  times  as  much  in  the  hospital  OPD. 

The  policy  importance  is  great,  since  people  dependent  upon  tax  funds  for 
payment  of  their  health  care  -  primarily  Medicare  and  Medicaid  recipients  -  use 
hospital  outpatient  departm.ent  care  disproportionately.     Reimbursement  for 
Medicare  and  Medicaid  recipients  to  hospital  OPD's  ranges  up  to  three  times  as 
high  as  the  same  reimbursement  to  physicians  in  private  practice  since  hospitals 
are  paid  on  a  cost  basis  while  private  physician  care  has  been  capped  for  the 
last  five  years. 

Under  the  direction  of  Joanna  Lion,  Ph.D.,  Principal  Investigator,  the 
study  thus  far  has  concentrated  upon  investigating  a  series  of  commonly  Xield 
beliefs.     One  is  that  much  of  this  cost  disparity  is  due  to  patients  being 
medically  sicker  in  the  hospital  outpatient  department.     These  patients  are 
also  said  to  have  many  more  social  problems  which  cause  them  to  use  more 
provider  time  and  resources.     In  addition,  various  cost  issues,  including  the 
overhead  from  the  inpatient  side  of  the  hospital,  the  cost  of  research  and  education 
of  medical  students  and  residents,  and  the  requirement  for  little-used  expensive 
equipment  and  standby  personnel  because  of  the  hospital  setting  are  said  to 
contribute  to  the  cost. 

The  methodology  depends  upon  the  analysis  of  three  secondary  data  bases. 
One  is  University  of  Southern  Calif ornia-Mendenhall ,  which  in  1977-1979  collected 
data  on  visits  to  physicians  in  both  hospital  outpatient  departments  and  private 
practice  settings  including  the  84,598  visits  to  internists,  general  and  family 
practitioners,  and  pediatricians  which  have  been  analyzed  by  this  project. 
Another  is  cost  data  reported  in  1979-1980  to  the  California  Health  Facilities 
Commission  by  106  general  hospitals  throughout  the  state  which  operated  organized 
outpatient  departments  and  provided  both  cost  and  utilization  data.     The  third 
source  was  the  Medical  Group  Management  Association  which  provided  1980-81  cost 
and  utilization  data  for  122  private  group  practices  throughout  the  United  States. 
These  practices  have  a  mean  size  of  about  28  full  time  physicians.     Parts  of  the 
analysis  also  drew  upon  an  original  data  collection  effort  involving  2,337  visits 
in  1982  to  three  Boston  teaching  hospital  primary  care  clinics. 
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The  key  findings  of  the  project  include: 

1.  Hospital  outpatient  department  patients, do  not  appear  to  be  very 
much  sicker  medically  than  do  patients  of  private  practitioners. 
This  finding  holds  across  four  primary  care  specialties.  - 

2.  Over  half  of  all  hospital  outpatient  department  visits  appear  to 
involve  a  social  problem. 

3.  Patients  with  social  problems  seem  to  use  somewhat  more  provider 
time  than  patients  without  when  primary  diagnosis  is  standardized 
for.     The  social  problems  using  the  most  additional  time  include 
drug  addiction,  a  history  of  alcoholism,  and  being  homeless. 

4.  Contrary  to  common  belief,  overhead  from  the  inpatient  side  of  the 
hospital  is  not  a  major  cause  of  the  disparity  in  cost  between  sites. 
Rather,  if  one  hospital  based  item  could  be  singled  out,  this  would 
be  the  cost  of  additional  personnel  per  patient  visit  in  the  large 
hospital  OPD's. 

5.  OPD's  associated  with  small  hospitals  appear  to  cost  very  little  if 
any  more  than  group  practices. 

6.  Contrary  to  popular  belief,  the  cost  of  ancillary  services  does  not 
appear  to  be  higher  in  the  hospital  OPD.     Actually  private  physicians 
appear  to  be  ordering  slightly  more  ancillary  services  given  their 
case  mix.     The  idea  that  OPD  physicians,  especially  residents,  were 
ordering  more  tests  may  come  from  the  finding  that  they  actually  do 
order  tests  for  more  of  their  patients.  Private  practitioners,  however, 
order  more  expensive  tests  overall  so  that  the  cost  appears  to  be 
slightly  higher  on  the  private  practice  side, 

7.  Specialty  of  the  physician  is  extremely  important  with  internists 
ordering  many  more  expensive  tests  for  the  same  diagnosis  than  general 
practitioners . 

8.  For  the  most  common  diagnosis  seen  on  an  ambulatory  basis  by  internists  - 
essential  hypertension  -  there  is  an  almost  three  fold  difference  in 
cost  between  a  visit  to  a  general  practitioner  in  a  small  private 
practice  ($32.74)  and  a  visit  to  a  salaried  staff  internist  in  an  OPD 
associated  with  a  large  hospital  ($93.71).     For  upper  respiratory  infection 
the  differential  is  about  twice  as  much  between  the  low  and  high  ends 

of  the  scale. 

Any  case  mix  based  reimbursement  scheme  for  ambulatory  care  would  thus 
ideally  take  into  account  not  only  the  setting  in  which  the  care  was  rendered 
but  also  the  specialty  and  level  of  training  of  the  physician  rendering  the 
service. 

The  table  shown  below  gives  an  idea  of  the  interplay  of  these  factors.     It  is 
striking  that  physician  time  costs  are  about  70  percent  higher  for  the  internist 
in  the  OPD,  facility  costs  are  about  150  percent  higher  and  test  costs  are 
450  percent  higher. 
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Portion  of  cost 
due  to: 

Practice  time 
Tests 

Facility  costs 
Total 


General  practitioner 
in  small  private 
practice 

$6.36  19.4% 

6.33  19.3 

20.05  61.3 

32.74  100.0% 


;      '  Salaried 
. internist 
in  large  OPD 

$9.46  10.1% 

34.84  37.2 

49.41  52.7 

93.71  100.0 
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